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Notice to Readers
This Audit Risk Alert is intended to provide auditors with an 
overview of recent economic, technical, and professional develop­
ments that may affect the audits they perform. The AICPA staff 
has prepared this document. It has not been approved or other­
wise acted upon by any senior technical committee o f the 
AICPA.
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Technical M anager
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Real Estate Industry Developments— 2001/02
How This Alert Can Help You
This Audit Risk Alert can help you plan and perform your real es­
tate industry audits. The knowledge delivered by this Alert can 
provide assistance in achieving a more robust understanding of 
the business and economic environment in which your clients 
operate. This Alert is an important tool in helping you identify 
the significant risks that may result in the material misstatement 
o f the financial statements. Also, this Alert delivers information 
about emerging practice issues and information about current ac­
counting, auditing, and regulatory developments, including the 
issues of asset impairment and asset retirement obligations.
If you understand what is happening in the real estate industry, 
and if you can interpret and add value to that information, you 
will be able to offer valuable service and advice to your clients. 
This Alert can assist you in making considerable strides in gain­
ing that industry knowledge and understanding it.
This Alert is intended to be used in conjunction with the AICPA 
general Audit Risk Alert—2001/02  (Product No. 022280kk).
Industry and Economic Developments
The U .S. Economy
As of the fourth quarter o f 2001, the U.S. economy is weak and 
its outlook is uncertain. In addition, the horrific personal losses 
and other ramifications o f the September 11 attacks are con­
tributing more unknowns to that weak economic picture. The ef­
fects o f those attacks could further unhinge consumer 
confidence, decrease corporate earnings, increase layoffs, and fur­
ther depress the stock market. To be sure, the short-term eco­
nomic picture is unclear.
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Still, the financial underpinnings o f the U.S. economy remain 
strong. Inflation is contained, interest rates have been cut, taxes 
have been lowered, energy prices have fallen, and the public debt 
has diminished. Additionally, in response to the September 11 at­
tacks, government stimulus measures are likely to be enacted in 
the form of increased spending on defense, spending on recovery 
efforts, direct aid to certain industries, and further tax cuts. These 
actions may ultimately prove to be the basis o f economic recovery.
The long-term prospects for economic growth— for this country 
and others linked to ours— could depend, at least partially, on the 
response of the U.S. government and consumers to the attacks of 
September 11. Consumer spending, which makes up two-thirds 
o f the economy, had almost single-handedly kept a recession at 
bay, until recently. The Federal Reserve Board has cut its target 
rate for short-term interest rates ten times in 2001 in an effort to 
make money available to consumers. But, in order to keep cut­
ting rates, the Federal Reserve has to be convinced that it is not 
running the risk o f increasing inflation. What does the general 
economic climate mean for the real estate industry?
General Industry Trends and Conditions
Until recently, economists were generally upbeat about the real es­
tate industry because of their belief that monetary policy would 
continue to manage real interest rates down from their previous 
high levels. Office inventory jumped 87 million square feet in 2000, 
and new starts are running at 2.6 percent of existing stock. Portfolio 
investors, thinking strategically, are realizing capital gains in their of­
fice assets. Analysts predicted that a pricing plateau could occur in 
2001, however, as the office market consolidates its advance.
In the general economy, consumption has been high, but goods 
are ample. As long as prices remain attractive, buying is encour­
aged, keeping production and consumption levels rising. This 
bodes well for the majority o f retail markets. The movement of 
goods across the U.S. now exceeds 11 billion tons annually. Inter- 
modal shipment has soared 50 percent since 1990. Import and 
export volumes have doubled in a decade and now stand at $2 
trillion. Such growth augurs well for industrial property.
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Even after the September 11 attacks, several o f the industry’s 
most influential leaders said that the real estate industry would 
suffer less than other sectors o f the economy. These leaders in­
clude Mortimer Zuckerman, chairman of Boston Properties; Sam 
Zell, chairman of the nation’s largest real estate investment trust 
(REIT); Milton Cooper, chairman of Kimco Realty Corporation; 
and Larry Siegel, chief executive o f Mills Corporation. Each cited 
limited amounts o f supply, especially in the office market, as a 
fundamental reason why the industry will hold up well. The ex­
ecutives maintain that with supply near capacity and with banks’ 
tighter lending standards for new projects, there is little risk o f a 
building boom or oversupply overall, meaning companies should 
post solid earnings as their buildings are fully leased.
In addition to forces in the general economy and resulting from 
the terrorist attacks, other forces will continue to reshape the real 
estate industry, including the following:
• Globalization. Through consolidation and expansion, real 
estate companies are becoming international enterprises. 
Numerous opportunities for global expansion exist outside 
the United States, particularly in Europe and Asia. How­
ever, U.S. companies that expand overseas must be savvy 
about local conditions and must carefully assess the risks of 
doing business in an unfamiliar environment.
•  Larger real estate companies. Traditionally, real estate com­
panies tended to be privately held, entrepreneurial enter­
prises. This continues to change. Today, there are more than 
150 public real estate companies. Recently, Standard &  
Poors changed their policy and added several REITs to their 
indexes. In addition, primarily through mergers and acquisi­
tions, larger real estate companies are continuing to emerge.
Larger public companies have different operating charac­
teristics than smaller private companies. For example, 
larger public companies may have more comprehensive in­
ternal controls (including internal audit departments) and 
more sophisticated information technology (IT) to help 
them manage their real estate assets.
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• Technology. Technology has and will continue to play a 
significant role in reshaping the industry. The Internet has 
greatly enhanced the marketing o f commercial property 
and facilitated the exchange of information about underly­
ing industry conditions. The result has been a significant 
decrease in the time available to make real-estate-related 
decisions. In what had previously been a relatively slow- 
moving industry, the speed and availability o f information 
made possible by new technology has increased the pace at 
which real estate business is conducted.
As a result o f these recent trends, the real estate industry will en­
dure significant and lasting change. The exact nature o f these 
changes is still largely unknown; more time is needed to observe 
and analyze the interaction of these dynamics. This is still the em­
bryonic stage of what is sometimes described as a revolution, but 
there is a consensus that the real estate industry is now more com­
plex and sophisticated than ever before.
Industry Segment Conditions
Office Market Conditions
Strong office market performance has mirrored the more-than- 
healthy economic expansion during the last several years. But this 
rapid growth and these dramatic price increases simply could not 
be sustained into 2001, particularly in the face o f an economic 
slowdown. Now past its peak, the office market is responding to 
forecasts o f a continued economic downswing with a correspond­
ing decrease in activity, which is especially dramatic for cities that 
had a strong dot-com presence.
Although the office market is in a downturn, substantial erosion 
o f lease rates and vacancies should be restricted to markets that 
saw the most unrealistic spikes in lease rates and sales prices. For 
the most part, the markets that had spiked at a peak were driven 
by the venture-capital-funded Internet frenzy. In some areas, spec­
ulative new-economy investment caused lease rates to jump more 
than 100 percent. Now, in areas such as San Francisco, Seattle, 
Denver, and Washington, D.C., a significant readjustment should
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occur. In general, suburban markets are likely to see a more serious 
correction than the central business districts (CBDs) o f major 
cities because o f an increase in construction activity over the past 
year and the resulting fears o f oversupply.
Although San Francisco, Silicon Valley, and Seattle are among the 
areas that have shown the largest recent increase in vacancy rates, 
the rates have climbed from very low levels. Other areas, includ­
ing Kansas City, Indianapolis, St. Louis, and Columbus, where 
economic performance has been mixed, also have seen vacancy 
increases.
Despite this generally bad news, stable growth in the office mar­
ket is expected to continue. Outside the areas o f new economy 
activity, traditional office market sectors are experiencing rela­
tively solid economic performance. Falling lease rates are ex­
pected to firm up at levels higher than they were prior to the start 
of the Internet frenzy in the latter half o f 1999.
Development activity has also slowed from last year’s pace and is 
not likely to return to previous levels for some time. As a result, 
office space absorption should be similar to the square footage of 
new supply. Vacancy rates in turn will rise slightly but are not ex­
pected to skyrocket. The office market conditions o f midyear 
2000 were the tightest ever seen and, even during the current eco­
nomic turndown, the U.S. vacancy rate should end the year 2001 
around 10 percent, which is comparable to the vacancy rate at the 
end of 2000.
Industrial Market Conditions
Across the country, with minor exceptions in the Northeast and 
Mid-Atlantic regions, manufacturing has slowed, generally in re­
sponse to increasing inventory levels. As inventory levels are re­
duced through the end o f 2001, several manufacturing sectors, 
once again, will begin to expand.
Like the office market, industrial markets have mirrored the gen­
eral economy over the last several years. Similarly, in this market, 
rapid growth meant unsustainable expansion rates. As the eco­
nomic growth has slowed, so have most industrial markets. And,
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like the office market, industrial market activity around most of 
the country should remain stable or grow more slowly than it did 
during 2000.
Substantive deterioration in rates and vacancies should occur 
only in markets in which lease rates have soared during the last 
two years. These declines, however, will be from unrealistically 
high levels that resulted from the speculative nature o f new- 
economy investments. Markets like San Jose and Seattle, for ex­
ample, will see rents drop back to levels that can be sustained over 
the long term. Other markets, such as Oakland and Denver—  
cities, which both have a traditionally broader industrial base—  
will see rates holding firm or even increasing by several 
percentage points. In addition, the better-than-average economic 
performance of the Southeast has resulted in lower vacancies over 
the course o f the year. Overall, in 2001, vacancy rates will in­
crease slightly and industrial vacancies are expected to finish the 
year near the long-term national average o f 8 percent.
Throughout the country, industrial market construction has 
slowed from its pace in 1999 and 2000 and is not likely to return to 
those levels soon. Industrial absorption also should continue to be 
positive. Though slower than last year, absorption rates should stay 
very close to the rate o f new construction. Warehousing is expected 
to be one of the stronger performing sectors, as a result o f increased 
security and the disruption o f “just-in-time” manufacturing.
Retail Market Conditions
Despite the gloomy predictions o f the effect o f e-commerce on 
traditional brick-and-mortar retail establishments, Internet sales 
have not spelled the end of the shopping center. In fact, research 
now shows that e-commerce may actually translate into more re­
tail activity at traditional outlets.1 However, WEFA, formerly 
Wharton Economic Forecasting Associates, predicts that retail 
sales in general will slump by 16 percent over the next four years.
1. According to a Harris Interactive survey, offline spending generated by online shop­
ping reached $5.5 billion in June 2001.
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Tourism centers had been expected to produce the strongest retail 
sales through year end, although now, retail conditions in these 
tourism centers are likely to be affected by the significant down­
turn in consumer travel during the last part o f 2001. San Fran­
cisco, Miami, and New York are expected to see increased values 
for certain well-located properties. However, the wake-up call has 
already begun. Second quarter 2001 data reported by the N a­
tional Real Estate Index (NREI) shows that the average price per 
foot for class A retail space fell 0.2 percent between the third and 
fourth quarters o f 2000. Retail property types expected to have 
the most difficulty include unanchored retail centers, power cen­
ters, and big-box retailers. The big-box retailers have been over­
built, and a significant portion o f their inventory is ripe for 
e-commerce strategies.
Secondary regional malls also are expected to experience lacklus­
ter performance in the near term. It is likely that many class B 
and C  regional malls will be put on the market in the coming 
months as competition from recently opened and renovated 
malls draws tenants and customers. In addition, movie theater 
chain bankruptcies— including General Cinema Theaters, 
United Artists Theaters, and Edwards Theaters— and the result­
ing theater closures are hurting shopping centers that lack other 
major draws.
Though several theater chains and some major retailers are cut­
ting back to protect themselves from the slowing economy, the 
contractions are minimal compared to the amount o f layoffs oc­
curring in the telecommunications and manufacturing sectors. 
The retail sector, in general, is not expected to suffer excessively. 
In fact, the national retail vacancy rate is expected to hover be­
tween 9 percent and 10 percent through the end of 2001.
Residential Market Conditions
Like other market segments, residential real estate— both single 
and multifamily— continue to perform well. The significant de­
cline in interest rates throughout 2001 has led to a flurry o f activ­
ity in the single-family market. In the multifamily market, renter 
demand exceeds supply in certain areas such as San Francisco,
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Boston, San Diego, and Los Angeles. The Bay Area (including 
San Francisco, Oakland-East Bay, and San Jose) is one o f the 
tightest multifamily markets in the country, with an overall va­
cancy rate o f only 1.9 percent. This region has also experienced 
the sharpest increases in sales prices and rents.
These trends are expected to continue. In fact, the NREI predicts 
that class A multifamily properties in Oakland, New York, Orange 
County, Boston, and San Diego will be among the top markets for 
return potential relative to other markets during the next two 
years. These markets also receive a large share of the country’s im­
migrants, which will provide them with a steady stream of renters.
On the downside, most Sunbelt markets need to let absorption of 
existing inventory run its course. According to CB Richard Ellis 
Investors, the South has accounted for almost 40 percent o f the 
country’s new multifamily supply in the past five years, while the 
Northeast and California have been responsible for 14 percent 
and 10 percent, respectively. This oversupply of housing has af­
fected rental rates, vacancy rates, and investment returns.
Hospitality Market Conditions
Although occupancies in the hospitality sector were already suf­
fering from a slowdown in corporate travel in 2001, tourism will 
be dramatically affected by the terrorist attacks on New York and 
Washington, D.C. The next eighteen to thirty-six months may 
be particularly difficult for hoteliers. According to Pricewater- 
houseCoopers, this year is on track to be the worst in thirty- 
three years in the hotel market, with 3,600 (approximately 9 
percent o f U.S. hotels) not generating enough cash to cover debt 
service in September.
The worst performing segment in the hospitality sector is limited- 
service properties. The NREI rates their investment potential the 
lowest o f the five real estate markets. The steepest declines from 
the third to the fourth quarter o f 2001 in revenue per available 
room (RevPAR), however, were seen in full-service properties.
Most experts believe the hospitality market will begin to recover 
in 2002, with travel returning to normal levels by 2003.
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Real Estate Investment Trusts
The prices for REIT shares bottomed out in late 1999 and have 
seen a major rebound throughout 2000 and 2001. On August 23, 
2001, the Morgan Stanley REIT Index reached a new all-time high 
of 421.62. Since that time, it has slipped, but, despite the slippage, 
the RMS still posted a year-to-date gain of 12 percent. This increase 
is in sharp contrast to the decreases seen in the major equity 
indexes— Dow Jones Industrial Average, S&P 500, and NASDAQ.
Taxable REIT Subsidiaries
With passage o f the REIT Modernization Act last year, many 
REITS are establishing taxable REIT subsidiaries. Through these 
entities, REITS will increasingly expand their businesses.
Tax Issues of Interest to Real Estate Clients
Installment Sales
Signed in December 2000, the Installment Tax Correction Act 
repeals former Internal Revenue Code (IRC) Section 453(a)(2), 
which prohibited most accrual-basis taxpayers from using the in­
stallment method o f reporting sales o f property occurring after 
December 17, 1999. The lack o f installment reporting had not 
been well received by the real estate industry and small business 
owners, and, after much criticism and an intense lobbying effort, 
Congress agreed to repeal retroactively IRC Section 453(a)(2) 
back to the date of enactment.
In February 2001, the Internal Revenue Service (IRS) issued No­
tice 2001-22, which provides guidance on the application of the 
Installment Sale Correction Act o f 2000. Taxpayers can revoke 
their effective election out of the installment method, provided 
that they file, within the applicable period o f limitations, 
amended federal income tax returns for the taxable years in which 
the installment sale occurred— and for any other affected taxable 
year— reporting the gain on the installment method.
Help Desk—To obtain a copy of IRS Notice 2001—22, go to 
the IRS Web site at www.irs.gov.
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Nontaxable Exchanges
Although Section 1031 of the IRC has been on the books since 
1921, the conventional exchange of like-kind assets and reverse ex­
changes only now are picking up steam in the real estate industry.
Under IRC Section 1031, the IRS allows the owner o f invest­
ment property to exchange the property and defer paying federal 
and state capital gain taxes if the owner purchases a like-kind re­
placement property. With the advantages o f leverage, every dollar 
saved in taxes allows a real estate investor to purchase two to three 
times more in real estate. The exchanges may be done on rental 
properties, rental vacation homes, land sales, and office, retail, 
and industrial building sales.
REIT Spin-Offs
In 1973, the IRS issued a revenue ruling concluding that a “regu­
lar” corporation may not distribute to its shareholders on a tax- 
free basis (called a spin-off ) stock of a company that would elect 
REIT status. The IRS reasoned that a REIT could not satisfy one 
o f the threshold requirements o f a spin-off: both the distributing 
and distributed companies must operate an active trade or busi­
ness for at least five years.
On June 4, 2001, the IRS released Revenue Ruling 2001-29 that 
rendered the 1973 ruling obsolete and concluded that REITs op­
erate an active trade or business as part o f their typical real estate 
rental activities. The IRS recognized that by virtue o f its rental ac­
tivities, a REIT can be viewed as engaged in the active conduct of 
a trade or business and, thus, can meet one o f several technical re­
quirements to qualify for a tax-free spin-off. It is important to 
note, however, that Revenue Ruling 2001-29 merely confirms an 
informal IRS ruling policy and does not address the other re­
quirements necessary for REIT spin-offs.
Help Desk—To obtain a copy of Revenue Ruling 2001-29, go 
to the IRS Web site at www.irs.gov. For further information and 
analysis of the ruling, go to the National Association of Real Es­
tate Investment Trusts (NAREIT) Web site at www.nareit.org.
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Current Audit and Accounting Issues
Assessing Audit Risks in the Current Environment
The proper planning and execution o f an audit has always re­
quired you to have a thorough understanding of the real estate in­
dustry and the nature of your client’s business. For most audit 
firms, this in-depth understanding means that the most experi­
enced partners and managers must become involved early and 
often in the audit process. In today’s real estate environment, 
your judgment, knowledge, and experience are even more impor­
tant than they were in the past.
During the past several months, the U.S. economy has suffered 
some significant declines: consumer confidence has dropped, 
plant closings and layoffs have increased dramatically, profit mar­
gins for many companies have slipped, and many companies have 
failed.
Periods o f economic uncertainty lead to challenging conditions 
for companies attributable to potential deterioration of operating 
results, increased external scrutiny, and reduced access to capital. 
During such times, professional skepticism should be heightened 
and the status quo should be challenged.
Audit Planning
As you prepare to conduct quarterly reviews and annual audits o f 
real estate companies, you might realize that some o f your clients 
might be working in a new business environment as a result o f 
the September 11 terrorist attacks. If this is the case, you must 
gain an understanding of this new environment in order to ade­
quately plan and perform the audit. Although not all real estate 
companies were directly affected by the attacks, most in the in­
dustry will experience at least some indirect effects of the events 
of September 2001. Many clients will experience effects related to 
shifts in demand, the collectibility o f accounts receivable, or the 
valuation o f their investments and, in some cases, assets.
For those engagements directly affected by the September 11 at­
tacks, early planning becomes more critical because it also allows
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you more time to determine, based on the extent o f any damage 
to the accounting records and to your clients ability to recover, 
the most effective way to conduct the audit.
Evaluating Audit Risks
We know that your evaluation of audit risk should start with a 
good understanding of your client’s business. To develop this un­
derstanding, you should be knowledgeable about the entity’s 
strategies for dealing with business conditions— both current 
conditions and those most likely to exist in the near future. In the 
real estate industry, business conditions vary greatly across prop­
erty types and from region to region. The risks associated with 
developing office buildings are different from those faced by a 
homebuilder; a warehouse facility in the Northeast may face dif­
ferent issues than a similar facility located on the Pacific Coast. 
For this reason, you must be knowledgeable about property types 
and the location in which the entity operates.
Audit risk can be altered when a real estate entity enters into new 
property types or new geographic markets. You should be aware 
that current economic conditions might force your real estate 
clients to expand beyond their traditional sphere of operations. 
During audit planning, you should identify new property types 
or geographic locations and carefully assess the risks associated 
with the client’s change in operating strategy.
Consideration of Fraud
SAS No. 82, Consideration o f Fraud in a Financial Statement 
Audit (AICPA, Professional Standards, vol. 1, AU sec. 316), pro­
vides the primary guidance on your responsibilities for detecting 
fraud-related misstatements when performing a financial state­
ment audit.
Some examples o f fraud risk factors that may exist in real estate 
entities include the following:
• An excessive interest by management in maintaining or in­
creasing the reported amount o f real estate assets through 
the use of aggressive appraisal assumptions
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• The use by management o f unusually aggressive account­
ing practices in recognizing revenue from real estate sales
• Complicated criteria for recognizing sales transactions, 
making it difficult to assess the completion of the earnings 
process
• Inadequate responses or an unwillingness to respond to in­
quiries about known regulatory or legal issues, for exam­
ple, the presence o f environmental contamination on an 
entity-owned site
• Significant related-party transactions
• Significant side-agreements or transaction terms not previ­
ously disclosed
• Key contracts awarded without a competitive bidding 
process
The general state o f the recent economy may raise several fraud risk 
factors. For example, management may be under significant pres­
sure to obtain additional capital, or the entity may depend on debt 
with debt covenants that are difficult to maintain under the cir­
cumstances. In addition, you may wish to consider fraud risk fac­
tors separately for the period following the September 11 attacks.
Money Laundering Activities2
Money laundering is the funneling o f cash or other funds gener­
ated from illegal activities, often through legitimate financial in­
stitutions or businesses to conceal the initial source of the funds. 
Money laundering is a global activity and, like the illegal activities 
that give it sustenance, it seldom respects local, national, or inter­
national boundaries. Current estimates o f the size o f the global 
annual “gross money laundering product” range from $500 bil­
lion to $1.5 trillion.3
2. This section of the Alert was drafted after consultation with the U.S. Department of 
Treasury.
3. By definition, money launderers are in the business of cloaking their activities and rev­
enue, making this approximation difficult.
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Criminals use a wide variety of financial institutions and profes­
sional advisers to launder the proceeds o f crime, and, according 
to the U.S. Department o f the Treasury, real estate companies 
may also be vulnerable. The evolving dynamics o f the industry—  
mergers and acquisitions, broader product lines, new technologies, 
and new markets— generate important business opportunities, 
but they also generate risks for real estate companies, including 
increased money laundering vulnerability
As these industry trends continue, as money launderers increas­
ingly look for a wide range of financial services and conservative, 
legitimate-appearing asset holdings. And, as greater regulatory re­
quirements for banks and other nonbank financial institutions 
make it more difficult for them to evade detection, the real estate 
industry may become increasingly vulnerable to money launder­
ing and more attractive to money launderers. Although money 
laundering activities and methods become increasingly complex 
and ingenious, its “operations” tend to consist o f three basic 
stages or processes— placement, layering, and integration.
• Placement. This is the process o f transferring the actual 
criminal proceeds, whether in cash or in any other form, 
into the financial system in order to avoid detection by bank 
and nonbank financial institutions and government author­
ities. Money launderers pay careful attention to national 
laws, regulations, governance, trends, and law enforcement 
strategies and techniques to keep their proceeds concealed, 
their methods secret, and their identities and professional re­
sources anonymous. A common placement technique is the 
structuring4 of cash deposits into legitimate financial institu­
tion accounts, converting cash into other monetary instru­
ments or money transfers, and using these instruments to 
conduct transactions through another financial institution. 
Another placement technique involves customers who make 
large deposits and investments with laundered proceeds in
4. Structuring means breaking up large amounts of currency into smaller amounts to 
conduct transactions in such a manner as to avoid currency reporting or other Bank 
Secrecy Act requirements.
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the form of monetary instruments, bearer instruments, or 
third-party checks, especially through third-party agents.
•  Layering. This is the process of generating layers or a series 
o f transactions to distance the proceeds from their illegal 
source and to obfuscate the audit trail in doing so. Com­
mon layering techniques include electronic fund transfers, 
often directly or subsequently into a “bank secrecy haven” 
or a jurisdiction with lax recordkeeping and reporting re­
quirements; withdrawals o f already placed deposits in the 
form of highly liquid monetary instruments, such as money 
orders and traveler's checks; and requests for account trans­
fers or checks made payable to third parties with whom the 
account-holder appears to have no obvious relationship.
•  Integration. This, the final money laundering stage, is the 
unnoticed reinsertion of successfully laundered, untrace- 
able proceeds into an economy. This integration is accom­
plished through a wide variety of spending, investing, and 
lending techniques and cross-border transactions that ap­
pear legitimate.
Money launderers tend to use the business entity more as a conduit 
than as a means of directly expropriating assets. For this reason, 
money laundering is far less likely to directly affect financial state­
ments than are such types o f fraud as misappropriations. Conse­
quently, money laundering is unlikely to be detected in a financial 
statement audit. In addition, other forms of fraudulent activity usu­
ally result in the loss or disappearance of assets or revenue, whereas 
money laundering involves the manipulation of large quantities of 
illicit proceeds to distance them from their source quickly and in as 
undetectable a manner as possible. However, money-laundering ac­
tivities may have indirect effects on an entity’s financial statements.
Independent auditors have a responsibility under SAS No. 54, Il­
legal Acts by Clients (AICPA, Professional Standards, vol. 1, AU sec. 
317), to be aware of the possibility that illegal acts may have oc­
curred, indirectly affecting amounts recorded in an entity’s finan­
cial statements. In addition, the auditor must apply auditing 
procedures specifically designed to ascertain whether such activity
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has occurred if specific information comes to the auditor's atten­
tion indicating possible illegal acts that could have a material indi­
rect effect on the entity’s financial statements. An example is that 
the entity’s contingent liability results from illegal acts committed 
as part o f the money laundering process.
Possible indications o f money laundering include the following:
• Transactions that appear inconsistent with a customer’s 
known legitimate business or personal activities or means; 
unusual deviations from normal account and transaction 
patterns
• Situations in which it is difficult to confirm a person’s identity
• Unauthorized or improperly recorded transactions; inade­
quate audit trails
•  Unconventionally large currency transactions, particularly 
in exchange for negotiable instruments or for the direct 
purchase of funds transfer services
• The apparent structuring of currency transactions to avoid 
regulatory recordkeeping and reporting thresholds (such as 
transactions in amounts less than $10,000)
• Businesses seeking investment management services if the 
source of funds is difficult to pinpoint or appears inconsis­
tent with the customer’s means or expected behavior
• The uncharacteristically premature redemption of invest­
ment vehicles, particularly with requests to remit proceeds 
to apparently unrelated third parties
• The purchase of large cash value investments, soon fol­
lowed by heavy borrowing against them
• Large lump-sum payments from abroad
• Purchases o f goods and currency at prices significantly 
below or above market
• The use of many different firms of auditors and advisers 
for associated entities and businesses
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• Forming companies or trusts that appear to have no rea­
sonable business purpose
As noted previously, money laundering is considered to be an ille­
gal act that will often have an indirect effect on financial statement 
amounts under SAS No. 54. Under SAS No. 54, the auditor 
should be aware of the possibility that such illegal acts may have 
occurred. If specific information comes to the auditor's attention 
that provides evidence concerning the existence of possible illegal 
acts that could have a material indirect effect on the financial 
statements, the auditor should apply audit procedures specifically 
directed to ascertaining whether an illegal act has occurred.
Auditors should also note that laundered funds and their pro­
ceeds could be subject to asset seizure and forfeiture (claims) by 
law enforcement agencies that could result in material contingent 
liabilities during the prosecution and adjudication of cases.
Auditing Estimates
The real estate industry uses estimates in a variety of ways. For ex­
ample, supplemental current values o f real estate assets and the 
recognition and measurement of impairment losses both require 
management to make estimates of future events or assumptions 
about current conditions.
When auditing estimates, you should be familiar with SAS No. 
57, Auditing Accounting Estimates (AICPA, Professional Standards, 
vol. 1, AU sec. 342); the AICPA Practice Aid, Auditing Estimates 
and Other Soft Information; and SOP 94-6, Disclosure o f Certain 
Significant Risks and Uncertainties.
Currently, the real estate industry still appears to be relatively 
healthy and, during the past several years, most real estate assets 
have performed exceptionally well. H owever, certain estimates, 
for example, expected future cash flows used in the determination 
of possible asset impairment, require management to make as­
sumptions about future events and conditions. Be skeptical of 
cash flow and other performance projections that assume that re­
cent upward trends will continue.
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Because of the uniqueness o f the events o f September 11, esti­
mates may be difficult for management to make and for auditors 
to audit. Pay close attention to the underlying assumptions used 
by management when auditing accounting estimates. Manage­
ment is responsible for making the estimates included in the fi­
nancial statements. Those estimates may be based in whole or in 
part on subjective factors such as judgment based on experience 
about past as well as current events and about conditions it ex­
pects to exist. You should be alert to the possibility o f manage­
ment’s overreliance on economic information based on favorable 
conditions to predict future outcomes.
Help Desk—Landauer Real Counselors publishers Real Estate 
Market Forecast, which can be downloaded at www.landauer. 
com. The report provides in-depth analysis of current industry 
conditions and the outlook for the future in five different 
property types. The publication provides one analysis of the 
conditions in major markets for each property type. The Lan­
dauer Report is published annually. You can obtain quarterly 
updates from the Commercial Investment Real Estate Net­
work at www.ccim.com.
Evaluating Going Concern
The continuation o f an entity as a going concern is assumed in fi­
nancial reporting in the absence of significant information to the 
contrary. When auditing real estate entities in the current envi­
ronment, you should be attuned to a company’s ability to con­
tinue as a going concern. Some clients’ businesses may be 
interrupted for an indeterminate amount o f time as a result o f the 
September events. The sustainability of the business may depend 
on receiving insurance proceeds from an insurance company that 
is itself struggling to remain viable as it faces similar business is­
sues, compounded by the difficulty of paying out unprecedented 
insurance claims.
When evaluating management’s plans to continue as a going 
concern, an appropriate level o f professional skepticism is im­
portant. For example, you may want to scrutinize the company’s 
assumptions to continue as a going concern to assess whether
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those assumptions are based on overly optimistic or “once-in-a- 
lifetime” occurrences.
Key factors in your evaluation o f the ability to continue as a going 
concern are part o f the guidance provided in SAS No. 59, The 
Auditors Consideration o f an Entity's Ability to Continue as a Going 
Concern (AICPA, Professional Standards, vol. 1, AU sec. 341).
Auditing in a Paperless Environment
When clients rely on technology to manage and analyze informa­
tion, audit strategies change. Consider the following examples:
• Audit evidence that previously existed in paper form may 
be available electronically only. Accessing electronic audit 
evidence may require you to become proficient in the use 
o f data extraction or other audit software tools.
• The design and operation o f internal control in a com­
puter environment is much different than in a predomi­
nately manual environment.
As real estate entities continue to expand their use of IT, you may 
need to become aware of the unique audit issues in a highly com­
puterized environment. In addition, you should identify the risks 
o f material misstatement that can arise during the transition from 
a highly manual environment to a more computerized operating 
environment.
For further information and guidance on auditing in this paper­
less environment, see the recently issued SAS No. 94, The Effect 
o f Information Technology on the Auditors Evaluation o f Internal 
Control in a Financial Statement Audit (AICPA, Professional Stan­
dards, vol. 1, AU sec. 319).
Risks of Overseas Expansion
According to a recent survey by D TZ International Property Ad­
visers o f Switzerland (DTZ), 70 percent o f real estate investors 
hold overseas real estate assets. The survey questioned representa­
tives from investment vehicles, institutions, and property compa­
nies and found that the majority o f respondents go overseas to
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achieve superior returns. Europe emerges as their most popular 
investment target. The survey also reveals that this trend is set to 
continue, with 43 percent o f respondents planning to increase 
overseas real estate investment in the short term; 60 percent plan 
to increase their overseas exposure within the next three to five 
years; and 57 percent plan to increase overseas activities over the 
longer term.
When looking to buy overseas, the investors often cite economic 
performance, market size, and the tax and operating environment 
as key factors in identifying suitable markets. The lack o f local 
market knowledge appears to be the major stumbling block. To 
overcome this challenge, the most popular method of entry into 
overseas markets is via joint ventures with local partners.
Competing in foreign markets is complex and fraught with risks, 
many o f which are indiscernible at first glance. The political risks 
in some nations are quite high, but, even in countries that have 
relative political stability, complexities may arise. Each country 
has its own market characteristics, regulations and laws, and ac­
counting standards. If your client has or is considering venturing 
into foreign real estate markets, you should gain an understand­
ing o f the risks o f doing business in those markets. Consider 
whether the client has an effective process for identifying and 
managing those risks. For example, has management adequately 
assessed the realities o f a foreign marketplace when developing as­
sumptions about the future performance o f real estate located in 
those markets?
Other Audit and Accounting Issues
Independence
Various standards-setting groups have been active in the inde­
pendence arena recently. Most notably, the AICPA and the Secu­
rities and Exchange Commission (SEC) have issued new 
independence rules. In addition, the SEC has provided an im­
portant statement regarding independence as it relates to the 
events o f September 11.
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In the summer o f 2001, the AICPA’s Professional Ethics Execu­
tive Committee (PEEC) approved new independence rules that 
emphasize independence at the engagement team level. These new 
rules indicate that the highest level of restrictions is generally lim­
ited to persons on the attest engagement team and to those who are 
presumed to be able to influence the engagement. This is a signifi­
cant departure from the previous rule under which all firm partners 
were required to be independent of all o f a firm's attest clients.
Help Desk—You may obtain additional information about the 
new rules at www.aicpa.org/members/div/ethics/independence. 
htm.
The SEC has issued a revised independence rule. Rule 2-01 of 
Regulation S-X addresses the independence requirements for au­
ditors o f companies filing financial statements with the SEC. In 
November 2000, the SEC issued its independence rule, Revision 
o f the Commissions Auditor Independence Requirements. Among 
other matters, the rule addresses the following:
• Investments by auditors or their family members in audit 
clients (stocks, bonds, stock options, and other ownership 
interests)
• Other financial relationships between auditors or their 
family members and the audit client (for example, broker- 
dealer, savings or checking accounts, and loans)
• Employment and business relationships between auditors 
or their family members and audit clients (joint business 
investments, membership on a client’s board of directors, 
and others)
• The scope of services provided by audit firms to their audit 
clients (nonaudit services, including areas o f services re­
lated to financial information systems design and imple­
mentation, bookkeeping, valuation, and appraisal, among 
other services).
The rule also requires public companies to disclose in their state­
ments the amount o f nonaudit services provided by the auditor 
during the most recent year.
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The effective date o f the SEC rule was February 5, 2001, with 
certain other transition dates for firms providing certain nonaudit 
services.
Help Desk—You may download a copy of the SEC’s final rule
at www.sec.gov/rules/final/33-7918.htm.
Finally, the SEC recently issued an important independence- 
related rule regarding provision o f certain services as a result of 
the September 11 terrorist attacks. You may provide bookkeeping 
services to and help recover records for public attest clients with 
offices in and around the World Trade Center in New York with­
out violating auditor independence rules, under the following 
conditions:
• Rule 2-01(c)(4)(i)(A) states that, among other things, 
maintaining or preparing an audit client’s accounting 
records or preparing or originating source data underlying 
the client’s financial statements will impair an auditor’s in­
dependence. Rule 2-01(c)(4)(i)(B)(1), however, permits 
such bookkeeping services “in emergency or other unusual 
situations, provided the accountant does not undertake 
any managerial actions or make any managerial decisions.”
• The SEC believes that the events of September 11, 2001, 
clearly meet the definition of an unusual situation for those 
companies that have been directly affected by the destruc­
tion of the World Trade Center and damage to surrounding 
buildings. See www.sec.gov/rules/interp/33-8004.htm for 
more information.
• Services under this exception may continue until the client’s 
lost or destroyed records are reconstructed and its financial 
systems are fully operational, and the client can effect an or­
derly and efficient transition to management or other ser­
vice providers. Contact the SEC  at (202) 942-4400 for 
further information.
You may encounter situations in which your attest clients (public, 
private, or governmental) request assistance performing book­
keeping, IT, controllership, human resource, or similar services.
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Whenever your staff performs any o f these services, they should 
refer to Interpretation 101-3, Performance o f Other Services 
(AICPA, Professional Standards, vol. 2, ET sec. 101.03), o f the 
AICPA Code o f Professional Conduct. See www.aicpa.org/ 
about/code/etl01.htm#r3 for more information. As in the case of 
the SEC rules, you may not perform functions that place you in 
the position o f management. (For example, you may not make 
decisions for the client, sign checks, or authorize transactions.)
Attest clients may also request internal audit assistance during the 
recovery period. Independence rules related to such services are 
addressed in the following:
• Interpretation 101-13, Extended Audit Services (AICPA, 
Professional Standards, vol. 2, E T  sec. 101.15), o f the 
AICPA Code o f Professional Conduct; for more informa­
tion, see www.aicpa.org/about/code/etl01.htm#rl3.
• Ethics rulings No. 103, Member Providing Attest Report on 
Internal Controls; 104, Member Providing Operational Au­
diting Services; and 105, Frequency o f Performance o f Ex­
tended Audit Procedures (AICPA, Professional Standards, 
vol. 2, ET  sec. 191.206-.211 of the AICPA Code of Pro­
fessional Conduct); for more information, see www.aicpa. 
org/about/code/et 191b.htm#r103.
If  you are asked to lease your firm employees to attest clients for a 
period o f time, also be aware that the aforementioned AICPA 
rules still apply.
If you will be providing services to attest clients on a contingent 
fee basis, refer to Rule 302 o f the AICPA Code o f Professional 
Conduct, as several prohibitions exist. See www.aicpa.org/about/ 
code/et302.htm for more information. In addition, state boards 
of accountancy may have more restrictive rules.
Help Desk—Contact the AICPA staff at (888) 777-7077 or 
by e-mail (ethics@aicpa.org) for assistance with the AICPA 
Code of Professional Conduct. Members providing attest ser­
vices to public companies or those subject to other regulatory 
oversight should consider rules of both the AICPA and other
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regulator(s). Where two or more rules apply, members should 
comply with the more restrictive standard.
Accounting and Regulatory Guidance Related to the September 11 
Terrorist Attacks
In addition to the obvious economic implications, a number of 
accounting and auditing issues are raised as a result of the Septem­
ber 11 attacks. These issues will affect those businesses and auditors 
directly affected by the attacks and those businesses and auditors 
who were not directly affected, but whose clients, vendors, suppli­
ers, and others were. Some regulatory bodies may provide guidance 
as a result of the events, including extending some filing dates.
Consider notifying your clients of Web sites so they can monitor 
sites that contain accounting and regulatory guidance. See the 
AICPA general Audit Risk Alert 2001/02  (Product No. 
022280kk) for additional information about auditing and ac­
counting matters related to the attacks.
EITF Issue No. 01-10, “Accounting fo r the Impact o f the 
Terrorist Attacks o f September 11, 2001”
The Emerging Issues Task Force (EITF) addressed the September 
11 events in EITF Issue No. 01-10. Initially, the EITF concluded 
that a number of the losses attributable to the events should be 
shown as extraordinary and undertook an effort to clarify how to 
separate such losses from other financial results. However, the 
EITF ultimately decided that the economic effects of the events 
were so extensive and pervasive that it would be impossible to cap­
ture them in any one financial statement line item and decided 
against extraordinary treatment for any o f the costs attributable to 
the terrorist attacks. For more information, see www.fasb.org.
Audit and Accounting Issues of Continuing Importance
Revenue Recognition
During the past few years of industry recovery, many real estate 
entities were able to report impressive growth as a result o f the
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improvement in the underlying real estate. But now that the 
economy is moving in a downward direction, some entities may be 
under increased pressure to maintain the previous rate o f growth.
You might want to consider the appropriateness o f your client’s 
revenue recognition policies or, especially, changes to those poli­
cies. Some clients attempt to demonstrate growth in a flattening 
market by changing operating or accounting policies that affect 
the timing or propriety of revenue recognition. In evaluating the 
revenue recognition policies o f real estate entities, you should con­
sider carefully whether the criteria in Financial Accounting Stan­
dards Board (FASB) Statement of Financial Accounting Standards 
No. 66, Accounting for Sales o f Real Estate, have been met.
You should also continue to be alert for the following:
• “Put” arrangements. These arrangements may commit a seller, 
its officers, or shareholders to repurchase the property, find 
other buyers, or indemnify the buyer or third-party guaran­
tors for risk of loss. These arrangements can significantly affect 
revenue recognition. In a number of cases, put arrangements 
may not be formally documented, so you should consider the 
facts and circumstances surrounding property sales to be sure 
there are no formal or informal arrangements of this kind. 
You may also wish to request written representation from 
management regarding the absence o f such agreements.
• Direct or indirect seller financing. Consider circumstances 
that would indicate that a seller might have directly or in­
directly provided the funds for a down payment (or for the 
entire purchase price) in a cash sale. Apart from precluding 
the use of the full accrual method of profit recognition, 
such circumstances may create related-party transactions 
that require disclosure, as described in FASB Statement 
No. 57, Related Party Disclosures.
FASB Statement No. 66 describes examples o f real estate transac­
tions that include sales of corporate stock o f enterprises with sub­
stantial real estate, partnership interests, and time-sharing interests. 
Questions have been raised about whether the sale o f these invest­
ments should be accounted for under FASB Statement No. 66 or
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under FASB Statement No. 140, Accounting for Transfers and Ser­
vicing o f Financial Assets and Extinguishments o f Liabilities.5 In 
EITF Issue 98-8, Accounting for Transfers o f Investments That Are 
in Substance Real Estate, a consensus was reached that the sale or 
transfer o f an investment in the form o f a financial asset is, in 
substance, real estate and should be accounted for in accordance 
with FASB Statement No. 66.
FASB Interpretation No. 43, Real Estate Sales, clarifies that FASB 
Statement No. 66 applies to all real estate sales, not just those 
made by real estate entities. Included within the scope of FASB 
Statement No. 66 are sales of real estate with property improve­
ments or integral equipment that cannot be removed and used 
separately from the real estate without incurring significant costs.
Lease Income
Several accounting pronouncements provide guidance to lessors 
on recognizing lease revenue. These pronouncements include the 
following:
• FASB Statement No. 13, Accounting for Leases. Paragraph 
19(b) o f this Statement describes how a lessor should re­
port lease income, as follows:
— In general, rental income is recognized when it becomes 
receivable according to the provisions o f the lease.
— However, if the rentals vary from a straight-line basis, 
the income should be recognized on a straight-line basis 
(unless another systematic and rational basis is more 
representative of the time pattern in which use benefit 
from the lease property is diminished).
5. Issued in September 2000, FASB Statement No. 140 replaces FASB Statement No. 
125, Accounting fo r  Transfers and Servicing o f  Financial Assets and Extinguishment o f  
Liabilities, and is effective for transfers and servicing of financial assets and extin­
guishments o f liabilities occurring after March 31, 2001. The Statement is effective 
for the recognition and reclassification of collateral and for disclosures relating to se­
curitization transactions and collateral for fiscal years ending after December 15, 
2000. Disclosures about securitization and collateral accepted need not be reported 
for periods ending on or before December 15, 2000, for which financial statements 
are presented for comparative purposes.
30
•  FASB Statement No. 29, Determining Contingent Rentals. 
This statement defines contingent rentals and states that 
they should be recognized as revenue when they become 
accruable.
• FASB Technical Bulletin 85-3, Accounting for Operating 
Leases with Scheduled Rent Increases. This Technical Bul­
letin addresses whether it is appropriate for lessors to rec­
ognize scheduled rent increases on a basis other than as 
required in FASB Statement No. 13.
• SE C  S ta ff Accounting Bulletin (SAB) No. 101, Revenue 
Recognition in Financial Statements. SABs are not rules or 
interpretations o f the SEC, but represent practices fol­
lowed by SEC  Staff in administering the disclosure re­
quirements o f the federal securities laws. As clarified in 
Interpretive Response No. 8, a landlord should not recog­
nize any contingent rental income until the threshold for 
contingent rental payments has passed.
In auditing rental income, you should obtain reasonable assur­
ance that rental income has been properly recognized during the 
period. Pay particular attention to revenue from contingent 
rentals and revenue recognition when lease payments are sched­
uled to vary from a straight-line basis.
To properly recognize rental income on a straight-line basis, the ac­
counting for income from lease arrangements that call for sched­
uled rent increases requires the recording o f a receivable during the 
early years o f the lease. If your client's financial statements include 
such a receivable, you should determine that it is collectible, for ex­
ample, by assessing the creditworthiness of the tenant.
Help Desk—Auditors designing and performing procedures re­
lated to revenue recognition can look to the AICPA publication, 
Auditing Revenue in Certain Industries (Product No. 012510kk).
Sale-Leaseback Transactions
Industry observers continue to report a growing number of sale- 
leaseback transactions involving corporations that own their
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facilities. Real estate entities may participate in these transactions 
as the purchaser-lessor.
FASB Statement No. 13 describes the accounting by the purchaser- 
lessor in a sale-leaseback transaction, as follows:
• If the lease meets the criteria for classification as a capital 
lease, the purchaser-lessor should record the transaction as 
a purchase and a direct financing lease.
•  If the lease does not meet the criteria for classification as a 
capital lease, the purchaser-lessor should record the trans­
action as a purchase and an operating lease.
You can find the primary guidance on accounting by the seller- 
lessee in a sale-leaseback transaction in FASB Statement No. 98, 
Accounting for Leases.
Asset Impairment: Issuance of a New FASB Standard
Even though the real estate industry as a whole generally seems 
healthy, specific markets or properties may not weather the cur­
rent recession well. For that reason, you should continue to be 
alert for the possible impairment o f real estate assets.
FASB recently issued a Statement that provides the primary guid­
ance on accounting for the impairment o f real estate assets. See 
the section entitled, “FASB Statement No. 144, Accounting for the 
Impairment or Disposal o f Long-Lived Assets,” for a more detailed 
discussion.
In general, the accounting for the impairment of real estate de­
pends on whether the property is to be held for investment or 
held for disposal. Projects under development are accounted for 
in the same manner as those held for investment. FASB State­
ment No. 144 does not provide exceptions for assets subject to 
nonrecourse debt.
Real Estate Properties Held for Investment
Real estate held for investment and projects under development 
should be reported at cost, less accumulated depreciation, and
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should be evaluated for impairment if facts and circumstances in­
dicate that impairment may have occurred. Conditions or events 
such as the following may indicate a need for assessing the recov­
erability o f investments in real estate:
•  Cash flows from operating activities are insufficient to 
cover debt service.
Current occupancy rates indicate that future cash flows to 
be received are lower than the amounts needed to recover 
the carrying amount of the investment fully.
Major tenants have experienced or are experiencing finan­
cial difficulties.
A significant portion o f leases will expire in the near term.
Lessors are being forced to make significant concessions to 
rent property.
Properties held for sale remain unsold at subsequent balance- 
sheet dates.
Other investors have decided to cease providing support or 
reduce their financial commitment to a project or venture.
Rental demand for a rental project currently under con­
struction is not meeting projections.
Auditors’ reports on financial statements o f investee prop­
erties are modified for reasons that relate to real estate in­
vestments. (For example, an auditor’s report on the 
financial statements of investee properties that is modified 
for a departure from GAAP attributable to the improper 
valuation o f assets.)
If events and circumstances indicate that impairment may exist, 
the entity is required to estimate the future cash flows expected 
to result from the use o f the asset and its eventual disposition. 
An asset is deemed to be impaired if its carrying amount exceeds 
the sum o f the expected future cash flows (undiscounted and 
without interest charges) from the asset. The impairment is mea­
sured as the amount by which the carrying amount exceeds the
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fair value of the asset. After recognizing an impairment, the en­
tity should account for the reduced carrying amount o f the asset 
as the new cost o f the asset and depreciated over the remaining 
useful life. Restoration o f previously recognized impairment 
losses is prohibited.
Lack of an asset-impairment evaluation system may indicate a 
material weakness in an entity’s internal controls. Further, a lack 
of documentation generally increases the extent to which you 
must apply professional judgment in evaluating the adequacy of 
management's writedowns.
Real Estate to Be Disposed of by Sale
Real estate to be disposed of by sale (real estate for which man­
agement has committed to a plan of disposal by sale) should be 
reported at the lower o f the carrying amount or fair value, less 
costs to sell. Subsequent revisions to fair value less costs to sell 
should be reported as adjustments to the carrying amount of the 
asset to be disposed of. Nevertheless, the carrying amount may 
not be adjusted to an amount greater than the carrying amount 
of the asset before an adjustment was made to reflect the decision 
to dispose o f the asset. Determination of whether the carrying 
amounts o f real estate projects require writedowns should be 
done on a project-by-project basis, in accordance with paragraph 
24 o f FASB Statement No. 67, Accounting for Costs and Initial 
Rental Operations o f Real Estate Projects.
Some real estate might have previously been subject to Account­
ing Principles Board (APB) Opinion No. 30, Reporting the Results 
o f Operations— Reporting the Effects o f Disposal o f a Segment o f a 
Business, and Extraordinary, Unusual and Infrequently Occurring 
Events and Transactions. Nevertheless, FASB Statement No. 144 
amended APB Opinion No. 30. The provisions of FASB State­
ment No. 144 apply to all long-lived assets. Therefore, gains or 
losses on a disposal o f a discontinued operation are no longer 
measured on a net realizable value basis, and future operating 
losses are no longer recognized before they occur.
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Assets to be Disposed of Other Than by Sale
Assets that are to be abandoned, exchanged for a similar produc­
tive asset, or distributed to owners in a spinoff are to be consid­
ered as held and used until they are disposed of. If the asset is to 
be abandoned, the depreciable life is revised in accordance with 
APB Opinion No. 20, Accounting Changes. If the asset is to be ex­
changed for a similar productive asset or distributed to owners in 
a spinoff, an impairment loss is to be recognized at the date of ex­
change or distribution, if the carrying amount of the asset exceeds 
its fair value at that date.
Non-GAAP Measures of Performance
In 1999, NAREIT issued recommendations with respect to clari­
fying the industry’s supplemental performance benchmark, called 
Funds from Operations (FFO). These recommendations include 
the following:
•  The industry’s supplemental performance measure should 
include all operating results, both recurring and nonrecur­
ring, except those results defined as “extraordinary items” 
under GAAP and gains and losses from sales o f depreciable 
operating property.
• The industry’s supplemental performance measure should 
continue to be labeled “Funds From Operations.”
• The clarification of FFO is effective January 1, 2000.
•  Calculation o f FFO based on this clarification should be 
shown for all periods presented in financial statements or 
tables.
•  Disclosures should include the information included in 
the NAREIT White Paper on FFO and in NAREIT Na­
tional Policy Bulletins related to reporting FFO.
These recommendations were based on a year-long evaluation of 
the industry’s supplemental performance benchmark at the di­
rection o f N A R EIT ’s leadership. N A REIT surveyed member
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company executives, investment analysts, institutional investors, 
and other industry participants regarding the effectiveness of FFO.
However, the SEC staff has noted that FFO have been discussed 
outside of the financial statements in several recent filings with 
the SEC. Neither GAAP nor SEC authoritative accounting liter­
ature provides a definition o f FFO, and the SEC staff’s views on 
the presentation o f supplemental earnings measures and cash­
flow measures as a proxy for net income and the presentation of 
funds generated from operations are expressed in Accounting Se­
ries Release (ASR) No. 142 (Section 202 of SEC ’s Financial Re­
porting Policies). ASR No. 142 states that if such measurements of 
economic performance are presented in the Management’s Dis­
cussion and Analysis section or elsewhere, they should not be pre­
sented in such a manner that gives them greater authority or 
prominence than conventionally computed earnings. In no event 
should the presentation leave the reader with the impression that 
FFO is the primary measure o f operating performance for the 
REIT or an appropriate measure for which dividends are com­
puted and based. In addition, ASR No. 142 does not allow these 
supplemental earnings or cash-flow measures to be reported on a 
per share basis. Net income and cash flows from operating, in­
vesting, and financing activities remain the appropriate measures.
Auditing and Attestation Pronouncements and 
Guidance Update
Presented below is a list of recently issued auditing and attesta­
tion pronouncements, guides, and other guidance issued since 
the publication o f last year’s Alert. See the AICPA general Audit 
Risk Alert—2001/02 (Product No. 022280kk) for a summary ex­
planation o f these issuances. For information on auditing and at­
testation standards issued subsequent to the writing o f this Alert, 
please refer to the AICPA Web site at www.aicpa.org/members/ 
div/auditstd/technic.htm. You may also look for announcements 
of newly issued standards in the CPA Letter, Journal o f Accoun­
tancy, and the electronic newsletter o f the Auditing Standards 
Team, In Our Opinion.
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To obtain copies o f AICPA standards and guides, contact the 
Member Satisfaction Center at (888) 777-7077 or go online at 
www.cpa2biz.com.
SAS No. 94 
SOP 00-3 
SOP 01-3
SOP 01-4
SSAE No. 10 
Audit Guide
Audit Guide 
Audit Guide 
Audit Guide 
Practice Alert 01-1 
Practice Alert 01-2
The Effect o f Information Technology on the Auditor’s 
Consideration o f Internal Control in a Financial 
Statement Audit
Accounting by Insurance Enterprises for Demutualizations and  
Formations o f M utual Insurance Holding Companies and for 
Certain Long-Duration Participating Contracts
Performing Agreed-Upon Procedures Engagements That Address 
Internal Control Over Derivative Transactions as Required by 
the New York State Insurance Law
Reporting Pursuant to the Association for Investment 
Management and Research Performance Presentation Standards
Attestation Standards: Revision and Recodification
Auditing Derivative Instruments, Hedging Activities, and  
Investments in Securities
Auditing Revenue in Certain Industries
Audit Sampling
Analytical Procedures
Common Peer Review Recommendations
Auditing Considerations in Times o f Economic Uncertainty
Accounting Pronouncements and Guidance Update
Presented below is a list o f recently issued accounting pronounce­
ments and other guidance issued since the publication o f last 
year’s Alert. See the AICPA general Audit Risk Alert—2001/02  
(Product No. 022280kk) for a summary explanation of these is­
suances. For information on accounting standards issued subse­
quent to the writing of this Alert, please refer to the AICPA Web 
site at www.aicpa.org, and the FASB Web site at www.fasb.org. 
You may also look for announcements o f newly issued standards 
in the CPA Letter and Journal o f Accountancy.
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FASB Statement 
No. 141
FASB Statement 
No. 142
FASB Statement 
No. 143
FASB Statement 
No. 144
FASB Technical 
Bulletin No. 01-1
SOP 01-1
SOP 01-2
AICPA Audit and 
Accounting Guide
Questions and Answers 
Practice Aid
Business Combinations
Goodwill and Other Intangible Assets
Accounting fo r Asset Retirement Obligations (This 
Statement is also discussed in the sections below.)
Accounting for the Impairment or Disposal o f Long-Lived 
Assets (This Statement is also discussed in previous 
section o f this Alert and in the sections below.)
Effective Date fo r Certain Financial Institutions o f 
Certain Provisions o f Statement 140 Related to the 
Isolation o f Transferred Financial Assets
Amendment to Scope o f Statement o f Position 95-2, 
Financial Reporting by Nonpublic Investment 
Partnerships, to Include Commodity Pools
Accounting and Reporting by Health and Welfare 
Benefit Plans
Audits o f Investment Companies 
FASB Statement No. 140
Assets Acquired in a Business Combination To Be Used in 
Research and Development Activities: A Focus on Software, 
Electronic Devices, and Pharmaceutical Industries
O f the pronouncements and other guidance listed above, we pre­
sent more information below about those having particular sig­
nificance to the real estate industry. These summaries are for 
informational purposes only and should not be relied upon as a 
substitute for a complete reading of the applicable standard.
FASB Statement No. 143, Accounting for Asset 
Retirement Obligations
This Statement applies to all entities and addresses financial ac­
counting and reporting for obligations associated with the retire­
ment o f tangible long-lived assets and the associated asset 
retirement costs. The Statement applies to the legal obligations 
associated with the retirement o f long-lived assets that result 
from the acquisition, construction, development, and/or the
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normal operation o f a long-lived asset, except for certain obliga­
tions of lessees.
As used in FASB Statement No. 143, a legal obligation is an 
obligation that a party is required to settle as a result of an exist­
ing or enacted law, statute, ordinance, or written or oral contract, 
or by legal construction o f a contract under the doctrine o f 
promissory estoppel. This Statement amends FASB Statement 
No. 19, Financial Accounting and Reporting by Oil and Gas Pro­
ducing Companies. This Statement does not apply to obligations 
that arise solely from a plan to dispose o f a long-lived asset as that 
phrase is used in FASB Statement No. 144, Accounting for the Im­
pairment or Disposal o f Long-Lived Assets. An obligation that re­
sults from the improper operation of an asset also is not within 
the scope of FASB Statement No. 143.
This Statement requires entities to record the fair value of a liabil­
ity for an asset retirement obligation in the period in which it is 
incurred. If the liability is initially recorded, the entity capitalizes 
a cost by increasing the carrying amount of the related long-lived 
asset. Over time, the liability is accreted to its present value each 
period, and the capitalized cost is depreciated over the useful life 
of the related asset. Upon settlement o f the liability, an entity ei­
ther settles the obligation for its recorded amount or incurs a gain 
or loss upon settlement.
This Statement is effective for financial statements issued for 
fiscal years beginning after June 15, 2002. Earlier application is 
encouraged.
FASB Statement No. 14 4 , Accounting for the Impairment or 
Disposal of Long-Lived Assets
FASB Statement No. 144 supersedes FASB Statement No. 121, 
Accounting for the Impairment o f Long-Lived Assets and for Long- 
Lived Assets to Be Disposed O f and the accounting and reporting 
provisions of APB Opinion No. 30, for the disposal o f a segment of 
a business (as previously defined in the Opinion). This Statement 
also amends Accounting Research Bulletin (ARB) 51, Consolidated
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Financial Statements, to eliminate the exception to consolidation 
for a subsidiary for which control is likely to be temporary.
Statement No. 144 retains the requirements o f FASB Statement 
No. 121 to (1) recognize an impairment loss only if the carrying 
amount o f a long-lived asset is not recoverable from its undis­
counted cash flows and (2) measure an impairment loss as the 
difference between the carrying amount and the fair value of the 
asset. To resolve implementation issues, the Statement:
• Removes goodwill from its scope and, therefore, eliminates 
the requirement o f FASB Statement No. 121 to allocate 
goodwill to long-lived assets to be tested for impairment.
• Describes a probability-weighted cash-flow estimation ap­
proach to address situations in which alternative courses of 
action to recover the carrying amount o f a long-lived asset 
are under consideration or a range is estimated for the 
amount of possible future cash flows.
• Establishes a “primary asset” approach to determine the 
cash-flow estimation period for a group o f assets and liabil­
ities that represents the unit o f accounting for a long-lived 
asset to be held and used.
The accounting model for long-lived assets to be disposed of by 
sale is used for all long-lived assets, whether previously held and 
used or newly acquired. That accounting model retains the re­
quirement o f FASB Statement No. 121 to measure a long-lived 
asset classified as held for sale at the lower o f its carrying amount 
or fair value less cost to sell and to cease depreciation. Therefore, 
discontinued operations are no longer measured on a net realiz­
able value basis, and future operating losses are no longer recog­
nized before they occur.
The provisions of FASB Statement No. 144 are effective for fi­
nancial statements issued for fiscal years beginning after Decem­
ber 15, 2001, and interim periods within those fiscal years, with 
early implementation encouraged. The provisions of the State­
ment generally are to be applied prospectively.
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On the Horizon
Auditors should keep abreast o f auditing and accounting devel­
opments and recent guidance that may affect their engagements. 
Presented below is information about some ongoing projects that 
are especially relevant to the real estate industry. Remember that 
exposure drafts are non-authoritative and cannot be used as a 
basis for changing GAAP or generally accepted auditing stan­
dards. The AICPA general Audit Risk Alert—2001/02  summa­
rizes some o f the more significant exposure drafts outstanding.
The following table lists the various standard-setting bodies’ Web 
sites where you may obtain information on outstanding exposure 
drafts, including downloading a copy o f the exposure draft.
Standard Setting Body Web Site
AICPA Auditing www.aicpa.org/members/div/auditstd/ drafts.htm
Standards
Board (ASB)
AICPA Accounting www.aicpa.org/members/div/acctstd/edo/index.htm
Standards Executive
Committee (AcSEC)
Financial Accounting www.rutgers.edu/Accounting/raw/fasb/draft/
Standards Board (FASB) draftpg.html
Professional Ethics www.aicpa.org/members/div/ethics/index.htm
Executive Committee
(PEEC)
Help Desk—The AICPA’s standard-setting committees are 
now publishing exposure drafts of proposed professional stan­
dards exclusively on the AICPA Web site. The AICPA will 
notify interested parties by e-mail about new exposure 
drafts. To have your e-mail address put on the notification 
list for all AICPA exposure drafts, send your e-mail address to 
memsat@aicpa.org. Indicate “exposure draft e-mail list” in the 
subject header field to help process the submissions more effi­
ciently. Include your full name, mailing address and, if known, 
your membership and subscriber number in the message.
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New Framework for the Audit Process
The Auditing Standards Board (ASB) is reviewing the auditor's con­
sideration of the risk assessment process in the auditing standards, 
including the necessary understanding of the clients business and 
the relationships among inherent, control, fraud, and other risks. 
The ASB has issued an exposure draft on Audit Documentation and 
expects to issue a series of exposure drafts in late 2001 and 2002. 
Some participants in the process expect the final standards to have 
an effect on the conduct of audits that has not been seen since is­
suance of the “Expectation Gap” standards in 1988.
Some of the more important changes to the standards expected to 
be proposed are the following:
• A requirement for a more robust understanding of the en­
tity’s business and environment that is more clearly linked 
to the assessment o f the risk o f material misstatement of 
the financial statements. (Among other things, this will 
improve the auditor’s assessment of inherent risk and elim­
inate the “default” to assess inherent risk at the maximum.)
• An increased emphasis on the importance o f entity con­
trols with clearer guidance on what constitutes a sufficient 
knowledge of controls to plan the audit
• A clarification o f how the auditor may obtain evidence 
about the effectiveness o f controls in obtaining an under­
standing of controls
• A clarification of how the auditor plans and performs au­
diting procedures differently for higher and lower assessed 
risks o f material misstatement at the assertion level while 
retaining a safety net o f procedures
These changes collectively are intended to improve the guidance 
on how the auditor places the audit risk model in operation.
Keep abreast o f the status o f these projects and projected expo­
sure drafts, inasmuch as they will substantially affect the audit 
process. For additional information, see the AICPA’s Web site at 
www.aicpa.org.
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Proposed SOP Related to Property, Plant, and Equipment
In June, the Accounting Standards Executive Committee 
(AcSEC) of the AICPA issued an exposure draft o f a proposed 
SOP, Accounting for Certain Costs and Activities Related to Prop­
erty, Plant, and Equipment, that addresses accounting and disclo­
sure issues related to determining which costs related to property, 
plant, and equipment (PP&E) should be capitalized as improve­
ments and which should be expensed as repairs and maintenance. 
The proposed SOP also addresses the capitalization o f indirect 
and overhead costs. The proposed SOP provides guidance on the 
“componentization” o f PP&E, in which a PP&E asset is sepa­
rated into components, each o f which may have different useful 
lives. Each component is accounted for and depreciated or amor­
tized as a separate asset. The proposed standard would, if issued as 
a final SOP, have wide applicability to the real estate industry, as 
well as capital-intensive industries in general. AcSEC expects to 
discuss the comment letters received on this exposure draft in the 
first quarter o f 2002.
In general, the proposed SOP uses a “project stage” framework in 
which accounting guidance is provided for each stage in the 
PP&E project. The stages include the following:
• Preliminary, occurring before the acquisition o f specific 
PP&E is deemed probable
• Preacquisition, occurring after acquisition of specific PP&E 
is deemed probable, but before actual acquisition or con­
struction), acquisition or construction
•  In service, beginning at the time acquisition or construc­
tion is substantially complete and the PP&E is ready for its 
intended use
The exposure draft contains the following conclusions:
• Except for the cost o f options, preliminary stage costs 
would be charged to expense as incurred.
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• Costs related to PP&E incurred during the acquisition-or- 
construction stage would be capitalized if the costs would 
be directly identifiable with the specific PP&E. Directly 
identifiable costs include only the following:
— Incremental direct costs o f acquiring, constructing, or 
installing the PP&E incurred in transactions with inde­
pendent third parties for the specific PP&E.
-  Certain costs directly related to specified activities per­
formed by the entity for the acquisition, construction, 
or installation of the specific PP&E.
General and administrative costs and overhead costs would 
be charged to expense as incurred. Similar conclusions 
would apply to preacquisition stage costs.
• Costs related to PP&E that are incurred during the in- 
service stage, including the costs o f normal, recurring, or 
periodic repairs and maintenance activities, would be 
charged to expense as incurred unless the costs are incurred 
for (1) the acquisition of additional PP&E or components 
o f PP&E, or (2) the replacement o f existing PP&E or 
components o f PP&E. Removal costs would be charged to 
expense as incurred.
• The costs o f planned major maintenance activities are not 
a separate PP&E component. Those costs would be capi­
talized to the extent they are “capitalizable” under the in- 
service stage guidance of the SOP and represent additions 
or replacements, and they would otherwise be charged to 
expense as incurred.
• A component is a tangible part or portion of PP&E that 
(1) can be separately identified as an asset and depreciated 
over its own expected useful life and (2) is expected to pro­
vide economic benefit for more than one year. If a compo­
nent has an expected useful life that differs from the 
expected useful life o f the PP&E asset to which it relates, 
the cost would be accounted for separately and depreciated 
or amortized over its expected useful life.
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•  If an entity replaces a part or portion of a PP&E asset that 
has not been previously accounted for as a separate compo­
nent, and the replacement meets the definition of a com­
ponent, then the entity would capitalize the replacement, 
account for it as a separate component going forward, esti­
mate the net book value of the replaced item, and charge 
the net book value of the replaced item to expense in the 
period of replacement.
• The proposed SOP would be effective for financial state­
ments issued for periods beginning after June 15, 2002.
Proposed SOP Related to Interests in Unconsolidated Real Estate 
Investments or Equity Method Investments
This proposed SOP was intended to supersede SOP 78-9, Ac­
counting for Investments in Real Estate Ventures. AcSEC added this 
project to its agenda in 1991 in response to inconsistent practice, 
especially in the area of loss recognition, and a lack of guidance 
on reporting on unincorporated entities.
An exposure draft was issued on November 21, 2000, and the 
comment deadline was April 15, 2001. At its June 2001 meeting, 
AcSEC discussed the comment letters and observed that many 
constituents expressed concern that the project would likely be 
analogized to for investments in other than real estate and that 
the exposure draft should be considered for re-exposure under a 
non-real-estate title.
AcSEC considered several possible courses o f action that it could 
take with respect to the project. AcSEC decided that it should 
prepare a plan of action, including a new prospectus, for a broad 
equity method accounting project— that is, one applicable to all 
unconsolidated investments, rather than only real estate invest­
ments. The AcSEC project would use the foundation of APB 
Opinion No. 18, The Equity Method o f Accounting for Investments 
in Common Stock, as a starting point. That is, the equity method 
o f accounting would be considered to be an appropriate and ac­
ceptable accounting method for unconsolidated investments. 
AcSEC would not plan to reconsider whether the equity method
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of accounting is an acceptable accounting method (versus, for ex­
ample, fair-value-based methods). The AcSEC project would ad­
dress the application o f the equity method o f accounting 
(including consideration o f the hypothetical-liquidation-at- 
book-value application), as well as which investors should apply 
the equity method.
At its September 2001 meeting, AcSEC decided that the project 
should address issues for investors’ interests in unconsolidated in­
vestments not covered by APB Opinion No. 18. In December 
2001, AcSEC’s Planning Subcommittee will review a redrafted 
prospectus. If the FASB acknowledges and approves AcSEC's rec­
ommended plan o f action, the current project task force would 
be expanded to be more representative o f the constituents that 
the new project would affect.
Proposed SOP Related to Real Estate Time-Sharing Transactions
This proposed SOP will address several key issues affecting the 
sellers o f real estate time-sharing arrangements. These issues in­
clude revenue recognition, determining the allowance for uncol­
lectible receivables, and the deferring o f selling costs. At its 
September 2001 meeting, the AcSEC approved for exposure, 
subject to AcSEC’s positive clearance o f certain revisions and 
FASB clearance, a draft SOP entitled Accounting for Real Estate 
Time-Sharing Transactions. AcSEC expects to issue the exposure 
draft in the first quarter of 2002.
Tentative conclusions to date include the following:
• Basic accounting model. The underlying structural basis for 
the time-sharing model is the retail land sales model o f 
FASB Statement No. 66, with inclusion o f certain of the 
fundamental principles o f the other-than-retail-land-sales 
model o f that Statement.
• Basic accounting model—Buyer’s commitment test. The ac­
counting model’s test for buyer’s commitment is a 10- 
percent-of-principle test, similar to that o f the FASB 
Statement No. 66 retail land sales model, which would be
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met by receipt by the seller of cumulative down payments 
o f at least 10 percent o f the sales price.
• Basic accounting model— Collectibility-of-receivables test. 
Collectibility is demonstrated by either meeting a test 
based on collection of 85 percent of prior similar projects’ 
receivables dollars or by the seller’s collection of cumulative 
principle payments of at least 25 percent of the sales price.
• Basic accounting model—Estimability-of-credit-losses test. 
The estimability-of-credit-losses test is a non-bright-line 
test, subject to certain criteria, whereby a time-sharing en­
tity would have to have sufficient collection experience to 
demonstrate that it can reliably measure credit losses (anal­
ogous to the ability to estimate future returns discussed in 
FASB Statement No. 48, Revenue Recognition When Right 
o f Return Exists).
• Meaning o f credit losses. For purposes of estimating credit 
losses in the collectibility-of-receivables and estimability- 
of-credit-losses tests, sales canceled subsequent to being 
recorded as sales should be considered credit losses, rather 
than sales reversals. A seller should interpret credit losses 
broadly to include all situations in which, as a result o f 
credit concerns, less than 100 percent of a receivable is col­
lected from a buyer. Costs related to credit losses (for ex­
ample, collection costs) should not be incorporated into 
the seller’s estimate of credit losses but should instead be 
charged to selling, general, and administrative expense as 
incurred.
• Accounting for estimated and actual credit losses. For sales 
(meeting the recognition criteria) that, based on historical 
and statistical information, are not expected to be col­
lected, revenue should be reduced rather than bad debt ex­
pense charged.
• Accounting for cost o f sales and inventory. The relative sales 
value method should be used to allocate inventory cost and 
determine the cost o f sales when inventory relief is 
recorded as part o f a sale.
47
• Passage-of-title requirement. Passage o f non-reversionary 
title is a criterion for treating a time-sharing transaction as 
a sale rather than a lease.
•  Rentals o f unsold interests. Rentals are considered to be 
holding-period activities and are accounted for as “inciden­
tal operations.” Incidental operations would be defined as 
in FASB Statement No. 67, Accounting for Costs and Initial 
Rental Operations o f Real Estate Projects, except that the 
SO P’s definition would not require that the purposes of 
those operations is to reduce the cost o f developing the 
property for its intended use. Time-sharing interests should 
be accounted for as inventory rather than fixed assets, and 
therefore not be depreciated during times of rental.
• Expensing versus deferral o f selling costs. Selling costs should 
be accounted for using the “directly associated” approach 
of paragraph 18 of FASB Statement No. 67, modified to 
include some restrictions similar to those in FASB State­
ment No. 91, Accounting for Nonrefundable Fees and Costs 
Associated with Originating or Acquiring Loans and Initial 
Direct Costs o f Leases.
• Special Purpose Entities. The issue involves special-purpose 
entities (SPE) structures in which a seller transfers deeded 
title to a trust or third party (the SPE) in exchange for 
stock or other interests in the SPE, which the seller then 
sells to the time-share buyers. Sales should be recorded 
only upon the sale o f the stock or interests to the time- 
share buyer, not upon transfer of title to the SPE. Gener­
ally, an SPE should be viewed as an entity lacking 
economic substance and established to facilitate sales. The 
seller should present in its balance sheet the unsold inter­
ests in the SPE as time-share inventory rather than apply 
consolidation or some other accounting method to the 
seller’s interests in the SPE as the seller’s ownership per­
centage in the SPE decreases during the sellout of a project.
• Amendments to Level A GAAP. If the final SOP is issued, 
the FASB would remove from FASB Statement No. 66 the
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guidance related to time-sharing; that Statement would 
direct the reader to the SOP for guidance. The FASB 
would also modify FASB Statement No. 67 to exclude 
time-sharing transactions from the section in the State­
ment entitled, “Costs Incurred to Sell Real Estate Projects” 
in view of the SOP's prescribed “incremental” accounting 
for time-sharing selling costs.
AICPA Resource Central
Audit and Accounting Guides6
Audit and Accounting Guides summarize the practices applicable 
to specific industries and describe relevant matters, conditions, and 
procedures unique to these industries. The accounting guidance in­
cluded in AICPA Audit and Accounting Guides is in the GAAP hi­
erarchy as authoritative GAAP. Real estate practitioners and other 
participants might find the following selection of guides useful:
•  Common Interest Realty Associations 2001  (Product No. 
012491kk)
•  Construction Contractors 2001 (Product No. 012098kk) 
You also might consider the following general Audit Guides:
•  Consideration o f Internal Control in a Financial Statement 
Audit 1997  (Product No. 012451kk)
• Use o f Real Estate Appraisal Information 1997  (Product No. 
013159kk)
• Auditing Derivative Instruments, Hedging Activities, and In­
vestments in Securities—Practical Guidance for Applying SAS 
No. 92  (Product No. 012520kk)
• Revenue Recognition Audit Guide (Product No. 012510 kk)
• Analytical Procedures Audit Guide (Product No. 012551kk)
6. Updated for authoritative pronouncements through May 2001.
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Industry Audit Risk Alerts
The annual industry Audit Risk Alert series provides information 
about current economic, regulatory, and professional develop­
ments in specified industries and practice areas. They assist CPAs 
in planning and performing audit engagements. The following 
selection o f  2001/02 Audit Risk Alerts might be of interest to you 
and are available from the AICPA:
• General Audit Risk Alert—2001/02 (Product No. 022280kk)
• Compilation and Review (Product No. 022290kk)
• Construction Contractors (Product No. 022276kk)
• Common Interest Realty Associations (Product No. 022275kk)
• E-Business Industry Developments (Product No. 022277kk)
In addition to the guides and audit risk alerts, the AICPA offers, 
among other products, the following practice aids that might in­
terest you and your real estate clients:
• (New!) Assets Acquired in a Business Combination To Be 
Used in Research and Development Activities: A Focus on 
Software, Electronic Devices, and Pharmaceutical Industries
• Auditing Estimates and Other Soft Accounting Informa­
tion Practice Aid (Product No. 010010kk)
• Preparing and Reporting on Cash- and Tax-Basis Financial 
Statements Practice Aid (Product No. 006701kk)
• Considering Fraud in a Financial Statement Audit: Practical 
Guidance for Applying SAS No. 82 (Product No. 008883kk)
• Assets Acquired in a Business Combination To Be Used in Re­
search and Development
CD-ROM: resource
The AICPA is currently offering a CD-ROM  product titled re­
source: AICPA's Accounting and Auditing Literature. This CD-ROM 
enables subscription access to the AICPA Professional Literature
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products in a Windows format that includes Professional Standards, 
Technical Practice Aids, and Audit and Accounting Guides (available 
for purchase as a set that includes all Guides and the related Audit 
Risk Alerts, or as individual publications). This dynamic product 
allows you to purchase the specific titles you need and includes hy­
pertext links to references within and between all products.
Educational Courses
The AICPA has developed a number o f continuing professional 
education courses that are valuable to CPAs working in the real 
estate industry. Those courses include the following:
• AICPA's Annual Accounting and Auditing Workshop 
(2000-2001 Edition) [Product No. 737061 kk (Text) 
187078kk (Video)]. Whether you are in industry or public 
practice, this course keeps you current, informed, and 
shows you how to apply the most recent standards.
• SFAS 133: Derivative and Hedge Accounting (Product No. 
735180kk). This course helps you understand GAAP for 
derivatives and hedging activities. Also, you will learn how 
to identify effective and ineffective hedges.
•  Independence (Product No. 739035kk). This new interac­
tive CD-ROM  course will review the AICPA authoritative 
literature covering independence standards (including the 
newly issued SECPS independence requirements), SEC 
regulations on independence, and ISB standards.
• SEC Reporting (Product No. 736745kk). This course will 
help the practicing CPA and corporate financial officer 
learn to apply SEC reporting requirements. It clarifies the 
more important and difficult disclosure requirements.
• Internal Control Implications in a Computer Environment 
(Product No. 730617kk). This practical course analyzes 
the effects o f electronic technology on internal controls 
and provides a comprehensive examination o f selected 
computer environments, from traditional mainframes to 
popular personal computer setups.
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In addition to the general courses mentioned here, the following 
courses might be relevant to practitioners with real estate clients:
• Self-study— Real Estate Accounting and Auditing, by 
Michael Ramos (Product No. 730599kk)
• Self-study videocourse— Real Estate Accounting and Audit­
ing, moderated by Michael Ramos, and featuring panelists, 
John Lacey, Robert Lehman, and Jan Kasun (Product No. 
187035kk)
• Group study— Real Estate Accounting and Auditing. This 
course is also available for in-firm delivery.
Online CPE
The AICPA offers an online learning tool, AICPA InfoBytes. An 
annual fee ($95 for members and $295 for nonmembers) will 
offer unlimited access to over 1,000 hours o f online CPE in one- 
and two-hour segments. Register today at for Infobytes at 
cpa2biz.com.
CPE CD-ROM
The Practitioner’s Update (Product No. 73811 0 kk) CD-ROM  
helps you keep on top o f the latest standards. Issued twice a year, 
this cutting-edge course focuses primarily on new pronounce­
ments that will become effective during the upcoming audit cycle.
Member Satisfaction Center
To order AICPA products, receive information about AICPA ac­
tivities, and find help on your membership questions, call the 
AICPA Member Satisfaction Center at (888) 777-7077.
Technical and Ethics Hotlines
Do you have a complex technical question about GAAP, 
OCBOA, accounting, auditing, compilation engagements, re­
view engagements, or other technical matters? If so, you may use
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the AICPA’s Accounting and Auditing Technical Hotline. AICPA 
staff will research your question and call you back with their an­
swer. You can reach the Technical Hotline at (888) 777-7077.
In addition to the Technical Hotline, the AICPA also offers an 
Ethics Hotline. Members o f the AICPA’s Professional Ethics 
Team answer inquiries concerning independence and other be­
havioral issues related to the application o f the AICPA Code of 
Professional Conduct. You can reach the Ethics Hotline at 
(888) 777-7077.
Real Estate Annual Conference
The AICPA sponsors an annual Real Estate Conference in the 
Fall. For further information about the conference, contact the 
Member Satisfaction Team at (888) 777-7077 or visit the 
CPA2Biz Web site (cpa2biz.com) to view the latest conferences 
calendar and to register.
Web Sites
Additional sites are included as the Appendix, “The Internet—  
An Auditor's Research Tool,” o f this Alert.
AICPA Online
AICPA Online, at www.aicpa.org, offers CPAs the unique oppor­
tunity to stay abreast o f matters relevant to the CPA profession. 
AICPA Online informs you o f developments in the accounting 
and auditing world as well as developments in congressional and 
political affairs affecting CPAs. In addition, AICPA Online offers 
information about AICPA products and services, career re­
sources, and online publications.
CPA2Biz
This new entity, at cpa2biz.com, is the product o f an indepen­
dently incorporated joint venture between the AICPA and state 
societies. CPA2Biz currently offers a broad array o f traditional 
and new products, services, communities, and capabilities so
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CPAs can better serve their clients and employers. Some features 
cpa2biz.com provides or will provide include the following:
• Online access to AICPA and other professional products, 
including authoritative and nonauthoritative literature, 
training, and tools
• Online CPE
• A wide assortment o f business solutions that CPAs can 
offer to their small business clients. These solutions are a 
comprehensive aggregation o f “best o f breed” software 
products combined with the training, tools, and support 
CPAs need to successfully expand their practices into the 
areas o f outsourced payroll and human resource benefits 
administration and E-commerce.
• Web-site development and hosting
• Hosed wireless messaging
• Customer relationship management
This Audit Risk Alert replaces Real Estate Industry Developments—  
2000/01. Real Estate Industry Developments is published annually. 
As you encounter audit or industry issues that you believe war­
rant discussion in next year’s Alert, please feel free to share those 
with us. Any other comments that you have about the Alert 
would also be appreciated. You may email these comments to 
lgivarz@aicpa.org or write to:
Leslye Givarz 
AICPA
Harborside Financial Center
201 Plaza Three
Jersey City, N J 07311-3881
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A P P EN D IX
The Internet— An Auditor’s  Research Tool
Here are some general Web sites that you may find useful to your 
practice:
Name of Site Content Internet Address
American Institute 
o f CPAs
Summaries o f recent auditing 
and other professional standards 
as well as other AICPA activities
www.aicpa.org
Financial Accounting 
Standards Board
Summaries o f recent accounting 
pronouncements and other 
FASB activities
www.fasb.org
Governmental 
Accounting 
Standards Board
Summaries o f recent accounting 
pronouncements and other 
GASB activities
www.gasb.org
Securities and
Exchange
Commission
The SEC  Digest and Statements, 
ED G AR database, current 
SEC  rulemaking
www.sec.gov
FASAB Federal Accounting Standards 
Board
www.financenet.gov/ 
fasab.htm
U.S. Federal A list o f all federal agencies on www.lib.lsu.edu/gov/
Government 
Agencies Directory
the Internet fedgov.html
The Electronic World Wide Web magazine that WWW.
Accountant features up-to-the-minute news 
for accountants
electronicaccountant.
com
CPAnet Online community and resource 
center
www.cpalinks.com/
Guide to WWW Basic instructions on how to www.tetranet.net/users/
for Research and 
Auditing
use the Web as an auditing 
research tool
gaostl/guide.htm
Accountants Resources for accountants www.computercpa.
Home Page and financial and business 
professionals
com /
U.S. Tax Code A complete text o f the U.S. www.fourmilab.ch/
Online Tax Code ustax/ustax.html
(continued)
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N am e o f  S ite Content In ternet Address
Federal Reserve 
Bank o f New York
Key interest rates www.ny.frb.oig/pihome/ 
statistics/dlyrates
FirstGov Portal through which all 
government agencies can be 
accessed
www.firstgov.gov
Economy.com Source for analysis, data, 
forecasts, and information on 
the United States and world 
economies
www.economy.com
International 
Federation o f 
Accountants
Information on standards- 
setting activities in the inter­
national arena
www.ifac.org
Hoovers Online Online information on various 
companies and industries
www.hoovers.com
Ask Jeeves Search engine that utilizes a 
user-friendly question format 
and provides simultaneous search 
results from other search engines 
as well (for example, Excite, 
Yahoo, and AltaVista)
www.askjeeves.com
In addition to the general information provided above, the Inter­
net covers a vast amount o f information that may be valuable to 
auditors o f real estate entities, including the following:
• Market forecasts and analyses by city and property type
• Discussions o f current industry trends
• Benchmarking studies and comparative financial and non- 
financial data, for example, capitalization rates, occupancy 
statistics, and planned future development
• Articles and press releases relating to current industry items 
o f interest
• Links to other real estate Internet sites
Some o f the more relevant sites for those of you with real estate 
clients could include those shown in the following table:
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O rganization In tern et Address
Building Owners and Managers Association www.boma.org
Commercial Investment Real Estate Network www.ccim.com
Institute o f Real Estate Management www.irem.org
National Association o f Real Estate Investment Trusts www.nareit.org
National Council o f Real Estate Investment Fiduciaries www.ncreif.org
Real Estate Investment Advisory Council www.reiac.org
American Resort Development Association www.arda.org
Society o f Industrial and Office Realtors www.sior.com
The real estate practices o f some of the larger CPA firms may also 
contain industry-specific auditing and accounting information 
that is helpful to practitioners.
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